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Regional integration has been the central vision of African leaders since the early years of 
independence. It is key for Africa to 
meet the competitiveness challenges 
of globalisation and to improve the 
welfare of its people. In the case of 
land-locked countries, integration 
with neighbouring countries can help 
reduce trade transactions costs and 
expand the effective size of markets —
enhancing the potential attractiveness 
for investment.
The gains from regional integration 
are much larger than the overall losses, 
but there are losers in the short run. 
In most cases, the immediate losers 
are low income countries that may 
not be able to immediately exploit 
the benefits of regional integration. 
And if not provided with the necessary 
adjustment support, the losers will not 
have the political domestic support to 
implement regional agreements. 
The critical issue is how to design 
regional integration agreements so that 
they are supportive of development 
in low income countries. From a 
development perspective, the issue is 
not whether or not there are benefits, 
but how to maximise the potential 
payoffs by minimising potential 
negative dimensions. There is potential 
cause for concern in particular with 
regional integration agreements that 
involve offering partial access to large 
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markets for goods in exchange for 
acceptance of rules that may do little 
if anything to increase the flow of 
investment to low income country 
partners.
It is common knowledge that 
priority needs in many low income 
African countries are not related to 
trade policy but to infrastructure and 
social services. All these can contribute 
to an environment that can promote 
trade. Therefore, it is important to 
acknowledge the fact that trade 
policy issues are secondary issues in 
most African countries (especially 
low income African countries). 
Consequently, regional integration, if it 
does not display immediate gains, may 
also not be a priority issue. How then 
can it be made a priority issue in most 
African countries? How can regional 
integration be made more supportive 
of development in low income African 
countries?
Greater attention should be 
focused on ensuring that regional 
integration is supportive of economic 
development especially in low 
income countries and is seen to be 
so by stakeholders (including local 
politicians). This is a vital element of 
enhancing the development relevance 
of regional integration. Market 
access and development ‘friendly’ 
regional integration agreements must 
be complemented by supply-side 
initiatives to address national trade 
capacity constraints and improve the 
investment climate in low income 
countries. This is arguably the most 
important dimension of strengthening 
the regional integration architecture.
The traditional motivation for 
reciprocal regional integration 
agreements driven by regional free 
trade agreements (FTAs) is mercantilist, 
although in some cases the objective 
has been deep integration of 
markets. More recently, a motivation 
underpinning the continuing 
expansion of FTAs is that this can help 
achieve economic development. This 
article explores what might be done 
in order to make regional integration 
agreements more effective instruments 
to support economic development. 
A basic premise is that if the 
objective shifts from market access to 
development, the modus operandi of 
negotiating and implementing regional 
integration agreements and FTAs will 
have to change.
Regional Integration Initiatives
The ability to exploit trade 
growth potential is a function of the 
competitiveness of domestic firms, 
which in turn is determined in part by 
the level of trade and transaction costs 
associated with moving goods and 
services across borders. What matters 
here is not just the absolute level of 
such costs but how they compare to 
‘competing’ countries. Major reasons 
for this include problems on the 
supply side of the market, governance 
problems, and institutional weaknesses 
that inhibit local entrepreneurs 
from taking advantage of market 
opportunities in regional markets. 
Impact of Regional Integration on Low 
Income Countries 
Even though the aggregate 
income and wealth of a nation may 
be expected to grow when trade 
distortions are reduced, not everyone 
will gain. Owners of previously 
protected inefficient firms will lose, as 
may their workers, especially if there 
are doubts regarding the creation 
of new employment opportunities. 
Social insurance and adjustment 
assistance mechanisms may not exist, 
or may be weak in most low income 
African countries. These realities make 
complementary reforms to increase the 
likelihood of realising the benefits from 
trade reforms important.
Government Revenue: Another 
problem could be a failure to address 
the fiscal consequences of tariff revenue 
losses. These are far from inevitable, 
especially if non-tariff barriers are 
converted into tariffs, exemptions are 
reduced and collections improved, 
but they can pose a problem for low 
income countries in which trade taxes 
account for large proportions of total 
revenue. Time may be required to 
develop alternative sources of revenue. 
The option has been to introduce new 
taxes such as value added tax. This 
only reduces the welfare of the citizen 
while promoting entry of imports.  
Employment: Lowering barriers to 
imports and foreign direct investment 
increases competition as foreign 
goods and foreign producers enter 
the domestic market. The magnitude 
of the effect tends to be much larger 
in low income countries, which lag 
behind the relatively more developed 
middle income countries in terms 
of technological sophistication, 
quality and variety of products and 
productivity. 
While in the short term the loss of 
market share to foreign goods or firms 
may prevent local firms from reaping 
the benefits of scale and thus lower 
their productivity, in the medium 
term weaker firms will be forced to 
exit. Local firms that survive lose their 
market share to foreign entrants and 
are forced to spread their fixed costs 
over smaller production and thus 
experience an increase in their average 
cost. 
Greater competition at the 
downstream level also affects suppliers 
of local companies. As regional 
multinationals are more likely to rely 
on imported inputs than domestic 
producers, an increase in their market 
share may result in lower demand for 
locally-produced intermediates and 
thus may hurt domestic producers 
in upstream sectors. However, given 
the right support, the exposure to 
international competition will force 
previously shielded local plants to 
improve their performance. Regional 
integration may also create new 
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domestic business opportunities. New 
foreign entrants as well as domestic 
firms may be interested in sourcing 
intermediate inputs locally.
Technology: The entry of foreign 
firms in a regional integration setup is 
expected to bring new technology. To 
the extent goods embody technology, 
such knowledge can be obtained 
through imports from technologically 
advanced countries. Open trade 
policies are critical for low income 
countries in attracting technology. But 
openness is not sufficient — there 
needs to be absorptive capacity and 
the ability to adapt foreign technology, 
both of which are related to human 
capital endowments and investment 
in research and development intensive 
industries. In low income countries, 
technology acquisition often amounts 
to adapting existing methods to local 
circumstances. Producers need to learn 
how to apply the new technology and 
will often start by applying it to a small 
part of their output and, if profitable, 
increase its application gradually over 
time. The productivity potential of 
new technology is only realised when 
companies and institutions reorganise 
their business and management 
practices to integrate the new 
technology. Firms in low income 
countries naturally move too slowly to 
adopt new technologies and business 
practices.
New Markets: A basic feature of 
regional integration is that the lowering 
of a country’s own trade barriers is 
accompanied by an improvement 
in access to foreign markets. Market 
access in turn creates new opportunities 
for domestic firms willing to make 
improvements necessary to sell their 
products abroad or to new customers 
domestically. Entering foreign markets 
is costly as potential exporters are 
initially disadvantaged relative to 
indigenous firms as they have to bear 
transport costs and overcome tariffs 
and are less familiar with the tastes of 
local customers and local regulations. 
Thus only firms with above average 
productivity are able to compensate 
for this disadvantage and successfully 
make sales in foreign countries. 
Strategy for Welfare Enhancing 
Regional Integration 
Action outside the regional 
integration and trade agreements to 
address key institutional and trade 
infrastructure constraints in low-
income African economies is the most 
important dimension of strengthening 
the African regional integration 
architecture. This has a number of 
dimensions. One is to accept that 
non-trade issues or policy areas that 
have at best a weak relationship with 
market access may be best dealt with 
in fora other than trade. Another is to 
pursue the ‘complementary agenda’ 
that revolves around upgrading the 
trade capacity of low income African 
countries. This potentially spans a large 
number of areas. The development 
and growth prospects of countries and 
their ability to benefit from expanded 
trade opportunities depend on the 
quality of infrastructure and related 
services such as ports, roads and 
telecoms, as well as a country’s own 
trade and investment policies. All of 
these impact on the investment climate 
and are critical to the empowerment of 
people. Governments and stakeholders 
should take the lead in identifying 
priorities; greater financial assistance 
could significantly improve their ability 
to deal with them.
Although any single efficiency-
enhancing reform will hurt someone, if 
enough of them are packaged together, 
negative effects will be netted out 
and many more people and interests 
will obtain a net gain. It is of great 
importance to ensure that potential 
beneficiaries from trade-related 
reforms have the capacity to actually 
exploit new trade opportunities. This 
requires attention to the business 
environment and transactions costs, 
measures to enhance the productivity 
of firms and farms, ensuring they are 
linked to markets and have access to 
finance, etc. Specific areas for attention 
may include:
• Infrastructure support. Farmers 
need to be able to reach major 
market centres at reasonable cost; 
firms need access to a reliable 
and efficient power supply; etc. 
In low income African countries 
transportation (logistics) and 
transaction costs are often a multiple 
of any tariffs exporters confront. 
This helps explain the more limited 
participation of low income African 
countries in regional and global 
value chains.
• Labour markets and mobility. 
The primary vehicle for spreading 
the benefits of increasing labour 
demand widely is labour mobility. 
Middle income African economies 
are reluctant to allow the free 
movement of labour. Low income 
countries find themselves burdened 
with what to do with displaced 
factory workers who in a truly 
integrated region would be allowed 
to look for work across the borders. 
If markets are segmented and/or 
distorted, benefits are reduced.
• Establishing new businesses. 
Cumbersome regulations for 
establishing new firms, constraints 
on access inputs (e.g., utilities), 
restrictions on physical expansion or 
labour recruitment and separation, 
can curtail the willingness of 
entrepreneurs to start or expand 
operations.
Government Policies
Governments’ role in supporting 
the process of regional integration is 
to ensure that firms face the “right” 
incentives to adjust, and intervene 
in areas where market failures are 
present. Government policies play 
an important role in the adjustment 
process. Indeed, a key responsibility of 
government is not only to ensure that 
firms confront the “right” incentives to 
induce investment in activities in which 
a country has a comparative advantage, 
but also to assist in facilitating 
adjustment to technological changes 
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and policy shocks. Other relevant 
policies include general interventions 
that have an economy-wide impact 
such as a good business environment, 
infrastructure, education, and the rule 
of law as well as specific actions to 
address market failures or attain social 
objectives. 
Technology
Absorption of technology depends 
on having an adequate supply of 
engineering and management skills. 
In this regard, domestic education 
and training policies are important. 
Governments can reduce the 
‘technological distance’ between 
local and foreign firms by establishing 
national or regional innovation systems 
that encourage local research and 
development, transfer knowledge from 
universities and public laboratories to 
domestic firms, and promote use of 
telecommunications and other cost-
saving technologies.
The behind-the-border agenda
While traditional trade policy reform 
remains critically important for many 
low income African countries, much 
of the agenda is ‘behind-the-border’. 
A supporting legal and regulatory 
environment is vital for regional 
integration to serve as an engine of 
growth. Elements of the associated 
‘behind the border’ trade agenda that 
affect the investment climate include 
policies and institutions that support 
the participation of national firms on 
international markets and measures 
to enhance their competitiveness by 
ensuring access to crucial service inputs, 
both public and private. Improvements 
which help local markets to function 
better are also likely to help trade and 
foreign investment. For instance, access 
to a reliable communications network 
is important to domestic firms, foreign 
firms, and importers. 
• The availability of low cost, 
high quality services is a 
critical determinant of the 
competitiveness of national firms. 
Telecommunications are both a 
vital intermediate input and crucial 
to the dissemination and diffusion 
of knowledge. Transportation 
costs are a major determinant of 
competitiveness, and intra-national 
transport costs can be a multiple of 
international costs.
• Initiatives to strengthen private 
and public service institutions 
that support export development 
and help to reduce the cost of 
key inputs (transport, telecoms, 
insurance, finance, etc.) should 
be pursued in the context of an 
overall national strategic framework 
that identifies where the payoff 
to reform and public investment 
is largest. Careful policy analysis is 
needed to identify both priorities 
and options for reform. In many 
cases, pro-competitive reforms will 
be needed, as greater competition 
(contestability of markets) is a major 
engine for reducing prices and 
increasing the variety of goods and 
services. 
Conclusion
Indeed, a strong case can be made 
that it is critical that policies focus on 
helping to distribute the gains from 
regional integration more equally, in 
part through pro-active policies that 
help affected workers help themselves. 
Voters and citizens (especially in low 
income countries) are much more 
likely to support regional integration 
when it is explicitly linked with 
assistance aimed at minimising labour-
market costs.
If regional integration agreements 
are to do more to support the welfare 
of low income African countries, the 
modus operandi of designing and 
implementing them should give more 
weight to development (economic 
efficiency and equity) considerations. 
This could be achieved through a 
variety of mechanisms.
• Grant-based financing mechanisms 
to improve trade supply capacity 
and increase the benefits of trade 
reforms for poor households, based 
on a local analysis of needs, should 
be strengthened, with allocations 
determined by the country’s 
overall development strategy. A 
development-focused approach 
should be underpinned by 
expanded development assistance 
to help address supply capacity 
constraints in poor countries. 
This requires identifying needs, 
prioritising them and providing 
funds to address them. 
• Trade-related funding should be 
allocated within the context of 
an overall country development 
programme and an agreed macro-
economic policy framework. As 
a development tool stand-alone 
specific funds and associated 
mechanisms are less likely to 
be effective than integrating 
the prioritisation and resource 
allocation process into national 
poverty reduction and development 
strategies. 
• Supply capacity is a necessary 
condition for exploiting market 
access opportunities, which will 
be determined by the prevailing 
investment climate and trade/
business environment. Much of the 
associated policy agenda extends 
beyond trade policies and cannot 
be addressed through regional 
agreements narrowly conceived. 
Measures to facilitate trade are 
likely to be particularly important 
in many of the low income African 
countries — getting goods and 
services in and out of the country 
at lower cost. Given that many of 
the low income African countries 
are land-locked, cooperation with 
neighbours to reduce the costs of 
transit/transport and access to ports 
may well generate a particularly 
high payoff.  
The views expressed in this article 
are entirely those of the author. They 
do not necessarily represent the views 
of the African Development Bank.
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